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KEY ECONOMIC INDICATORS 
(US$ Millions unless otherwise stated) 


% Change 
INCOME, PRODUCTION, EMPLOYMENT 1975 1976 1976/75 


(1) GNP at current prices 27,199 31,051 
(1) GDP at current prices 27,058 30,947 
(8) GDP at constant 1968 prices 15,536 16,728 
(1) Per capita GNP at current prices 2,268 Zcbin 
(1) National Income 24,832 28,262 
(8) Employment (Thous. of persons) 3,459 3,645 
(1) Plant & Investment Equipment 8,315 9,868 
(2) Avg. Industrial Wage (blue collar, 

US$ monthly) (Jan/Sept) 280 287 
(1) Industrial Production, excl. 262.8 293.9 

Petroleum Refining (Index=1968=100) 


PRODUCTION 


(a) Crude Petroleum 2,346 2,294 1,818 3/78 
(1,000 b/d Av.) 

(b) Iron Ore (Mill. of MT) 25 18 13 

(c) Cement (Thous. of MT) 3,455 3,538 3,002 11/77 

(d) Motor Vehicles (Units) 144,301 162,732 170,000 

Value of Construction Permits 

Granted 695 1,097 1,300 

Electricity Gen. Index: 1968=100 208.6 222.4 24272 O/T? 


MONEY AND PRICES 


Money Supply 9,629 11,094 14,673 1/78 
Public Debt Outstanding 2,279 4,500 7,568 1/78 
External Debt 750 2,625 4,185 1/78 
Commercial Bank Prime Rate 9 9. 5 9.5 

Retail Price Index-Caracas 1968=100 144.,7* 154.8* 166.9* 1/78 
Wholesale Price Index - 1968=100 160.5* 174.6* 194.7 11/77 





(1) 
(1) 
(6) 
(1) 
(6) 
(1) 
(1) 
(1) 


Footnotes: 


% Change 
FOREIGN SECTOR 1975 1976 1976/75 


Balance of Trade 3,513 2,875** 
Exports (FOB) 8,975 9,418** 


TOU. Sis 


3,625 3,576 


Imports (FOB) 5,462 6,543 


From U.S. 


2,243 2,628 


Balance on Current Account 2,392 1,458 
Overall Balance 2,664 41 
Gold & Foreign Exchange Reserves 8,856 8,570 


*Figures are for December of year indicated. 


**Petroleum exports valued at actual prices. 


Sources: (1) 


(2) 
(3) 
(4) 
(5) 
(6) 
(7) 
(8) 
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OVERVIEW AND SUMMARY 


Despite the fact that Venezuela's oil production has declined 
in volume since 1970, the country has enjoyed a high level of 
income since 1973 as a result of the increase in world oil 
prices. This situation has resulted in a vigorous increase 
in gross domestic product at current prices, especially in 
1973 and 1974, and seven percent real growth. Although 
production in the extractive industries has suffered significant 
declines since 1974, the non-extractive sectors, including 
manufacturing, have exhibited healthy real growth. As major 
Plan V projects come on strean, we expect production of 
alumina and aluminum, iron and steel, power and coal to 
increase significantly. These projects have been financed 

by oil revenues and by heavy borrowing abroad. 


But the influx of money has caused problems as well. During 
the past year the Government and other informed sources have 
begun to express concern about several problems which could 
adversely affect the development of Venezuela's economy. The 
first of these is inflation; rapid growth of the money 

supply and heavy government spending have forced prices upward 
and made Venezuela economically dependent on imports to 
supplement local sources of supply for almost all types of 
goods and services. Measures introduced in July of 1977 to 
reduce the supply of money through credit restrictions and 
increased bank reserve requirements stopped money supply 
growth almost completely for several months. Nonetheless, 
the money supply grew by 23 percent in 1977 as a whole and, 
because of complaints from the private sector, the government 
currently is taking steps to ease liquidity shortages. The 
Banco Central has estimated that the consumer price index 
will go up by 10 percent in 1978, in spite of a pervasive 
system of price controls. 


The second problem is the rate of increase of imports into 
Venezuela. Imports grew by an estimated 34 percent in 1977, 
and by an estimated 235 percent since 1973. Largely because 
of the imports problem, Venezuela is expected to incur a 
Current Account deficit of over $1 billion in 1978, and the 
first trade deficit in decades. As we go to press, the 
Government of Venezuela has begun to introduce a number of 
measures intended to control the rate of growth of imports. 
Special attention is being given to controls on consumption 
goods and on capital goods purchases abroad by the public 
sector. It is too early to assess the impact of these 
developments. In spite of these difficulties, the government 
intends to proceed with plans for major development projects, 
relying heavily on inputs of goods purchased abroad. 
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The third area of concern has been the level of government 
expenditures, which have more than tripled in the four years 
since oil revenues increased sharply in 1974. The government 
has promised to hold expenditures to 1977 levels during 1978, 
and the budget passed by the Congress for 1978 reflects this 
policy. However, it may prove necessary for the government 
to seek additional credits (supplementary appropriations) 
during this election year out of political necessity. 


While the sale of U.S. goods in Venezuela has increased over 
the past three years, our share of the market has declined 
significantly. In an effort to reverse this trend, the 
Departments of State and Commerce have assigned a high priority 
to export promotion in Venezuela. The "Sell in Venezuela" 
campaign involves greatly expanded market research, a 
schedule of almost twenty trade promotion events and pursuit 
of major project opportunities. A variety of major projects 
in Venezuela will present export opportunities to U.S. firms 
during the coming year. These include projects in the 
petroleum sector, coal, aluminum, communication, power 
production, shipbuilding and steel. While imports of consumer 
goods have grown rapidly, the Government of Venezuela has 
introduced measures designed to curb imports of certain types 
of consumer products. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Government Economic Policy 


The major elements of the government's economic policy 

include: 1) a more equitable distribution of income; 2) state 
ownership of the extractive industries; 3) rigid control of 
foreign investment in accordance with Andean Pact principles; 

4) use of petroleum generated revenues to finance the development 
of a balanced economy; 5) diversification of exports to reduce 
dependence on the petroleum sector; and 6) support for high 

world petroleum prices to insure that earnings from this sector 
are sufficient to finance Venezuela's ambitious development 
programs. 


The Fifth Five Year Plan, which runs from 1976-80, outlines 
a basic development program emphasizing projects in the steel, 
aluminum, power generation, petroleum and petrochemical sectors. 


This major program of economic expansion, together with the 
large infusion of money into the economy and rising government 


expenditures have generated inflationary pressures worrisome 
to the government. In July 1976, the Central Bank took steps 
to reduce liquidity and redirect financing into areas 
considered to enjoy a high priority. Nonetheless, the Bank is 
predicting a 10 percent increase in the Caracas Consumer Price 
Index during 1978 and remains concerned. 





The 1978 Budget Bill approved by the National Congress in 
December calls for expenditures of $9.5 billion plus an 
additional $l billion for major development projects. 
Revenues are estimated to amount to almost $10 billion. 
Critics of the budget have maintained that the sharp increase 
in expenditures on Current Account and the continued heavy 
reliance on the petroleum sector for about 70 percent of 
revenue will stimulate the inflationary pressures already 
facing the economy. In addition, the Government of Venezuela 
is planning heavy borrowing during the current year ($3-4 billion) 
to finance capital investments. During 1977, the Government 
of Venezuela borrowed almost $2 billion under the Refinancing 
Law and Basic Sectors Financing Laws (as amended), which 
provide authority to borrow up to $12 billion in the five 
years ending in 1980. 


Growth Rate of the Economy 


Although Venezuela's production of oil has been declining 
from its peak year, 1970, income from this key sector has 
been maintained at a high level since 1973 as a result of 

the increase in petroleum prices. Financed by oil revenues, 
Venezuela's economy achieved an average of 6.7 percent annual 
increase in real gross domestic product during the 1973-76 
period; 1977 continued this growth trend, with GNP 
increasing in real terms by 8.4 percent. Production of 
petroleum, however, declined by about 2.4 percent while that 
of iron ore declined by about 27 percent. Total agricultural 
production was up by 11 percent. The general price index was 
up by 8.1 percent, although for certain sectors of the economy 
(housing, labor costs) the rate of increase was significantly 
greater. 


Employment and Wages 


According to official Ministry of Development statistics 

the labor force in the first three quarters of 1977 surpassed 

4 million workers, and unemployment in Venezuela 

dropped to 5 percent from 7 percent in 1975. Traditionally, 
unemployment increases in the final quarter of the year so 

the full 1978 rate of unemployment may be slightly higher 

than 5 percent. The Ministry considers its household 

survey on which these statistics are based to be sufficiently 
comprehensive for an accurate count although it plans to 
further refine sampling in 1978. Included in the unemployment 
statistics is a hard core of virtual unemployables and those 
between jobs, particularly in the construction industry. Thus, 
senior government officials consider Venezuela at virtually 
full employment status. Certainly employers chronically 
complain of difficulty in locating even modestly skilled workers 
for key jobs. A further function of the high employment rate 
in Venezuela is the rapid turnover rate of personnel and high 
absenteeism. No reliable study is available in this field, 





but a composite of informal estimates from government and 
business circles suggests turn-over may be as high as 40 percent 
per year while absenteeism may have reached 6 percent. 


The national minimum wage is $3.50 per day, but wages for 
even menial labor start well above this figure in urban areas. 
Average monthly salaries for blue collar workers in 1977 were 
$443 and averaged $943 per month for white collar workers. 
These figures are based on a monthly sample of establishments 
with five or more employees reporting wages to the Labor 
Ministry. They are by no means comprehensive but do give 

a fair picture of wages paid in the modern industrial sector 
of the economy. They include many fringe benefits such as 
sales commissions; productivity incentives; overtime; living, 
travel and vacation allowances; severance pay (one-to-two 
months pay for each year worked); profit-sharing (Christmas) 
bonuses, etc. Additional labor costs include payroll taxes 
of 2 percent of wages for the national vocational training 
institute (INCE) and 7-9 percent to the Social Security 
Institute. 


Petroleum 


Private control of Venezuela's oil industry ended on December 31, 
1975. Beginning in 1976, Petroleos de Venezuela, S.A., a 

state holding company, took over administration of the nationalized 
industry. The fourteen original operating companies, corresponding 
roughly to the formerly privately-held concessions, are now 

being consolidated into four fully integrated national oil 
companies--Lagoven, Maraven, Meneven, and CVP-Llanoven. 

The major foreign oil companies have contracted with Petroleos 

de Venezuela and these operating subsidiaries to provide them 
continuing technical services and to purchase and market 

abroad a portion of their production. 


Oil production in 1977 total.ed 818 million barrels, for 

an average daily production rate of 2.24 million barrels. 

While this is slightly below the 1976 average of 2.94 million 
b/d, production has almost leveled off after the sharp 

decline in the years immediately before nationalization, from 
317 million b/d in 1970 to 2.35 million in 1975. Production 

in 1978 got off to a bad start, averaging only 1.82 million b/d 
for the first quarter, the result of slack export demand and 
the need to work off large inventories accumulated by the 

end of 1977. 1978 production is therefore expected to be slightly 
below the 2.2 million b/d rate established as the nation's goal 
for the 1976-1980 period. 
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Exports of oil and natural gas liquids in 1977 totaled almost 
750 million barrels, about one-third of which was refined 
products, primarily residual fuel oil. This was slightly 
below the 1976 level. Direct exports to the U.S. accounted 
for about 40 percent of the total, while an additional 

25 percent was shipped to refineries in nearby Aruba and 
Curagao, largely for re-export to the U.S. market. Weak 
demand for Venezuela's oil in early 1978 caused serious 
concern, but by March the combination of unseasonably cold 
weather in the U.S. and a continued coal strike brought on 
a sharp increase in export volume. 


Sales to the foreign ex-concessionaire companies still account 
for about 80 percent of Venezuela's petroleum exports, although 
Petroleos de Venezuela and its subsidiaries are making 

sizeable direct sales to new customers in the United States, 
Europe, and Latin America. Venezuela is a charter member of 
OPEC and was host to the organization's 50th Conference in 
December 1977. 


Major investments will be needed just to maintain production 
at its present level over the medium and long term. Petroleos 
and its subsidiaries have programmed about $1.25 billion 

for investments in 1978, and about $20 billion over the next 
ten years. These investments will be concentrated in 
exploratory and developmental drilling, additional secondary 
recovery projects, and the upgrading of existing refineries. 
Drilling is expected to begin in three offshore areas in 1978 
and a number of well known international firms have already 
been contracted for the first of a series of refinery up-grading 
projects which together are expected to cost over $2 billion. 


Industry 


Venezuela's manufacturing sector registered an 8.0 percent 
constant Bolivar growth rate in 1977, down significantly 
from 1976's increase of 11.1 percent. This eight percent 
growth, while still impressive, perhaps reflects the effects 
of overloading that the industrial sector has felt since 
demand for manufactured goods was supercharged by a sudden 
and substantial increase in oil revenues. 


Price controls on consumer goods continue to be an issue of 
contention between the GOV and the private industrial sector. 
While most industrial enterprises seem to be doing well (certainly 
so, on the demand axis of revenue curves) GOV price controls 

may have discouraged new investment which would enable production 
to pace overall demand growth. 
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Uncertainty about potential GOV reculations., (such as those 
having to do with labor and taxation) and shortages of 
qualified manpower, and sometimes, raw materials, also 
must have had,dampening effect on industrial growth. 


The petroleum and basic metals (steel and aluminum) industries 
are still the star performers in the current economic 
development plan. Venezuela recently registered a major 
bauxite find, which in a few years will be an important 

factor in Venezuela's industrial diversification. Under 

the management of Petroleos de Venezuela, the holding company 
for the nationalized petroleum industry, the Venezuelan 
petrochemical industry (renamed "Pequiven")is likely to 

become more efficient, and create new opportunities for 
downstream projects. 


Venezuela's population growth, increases in per capita income, 

and incorporation of larger numbers of the population into 

the money economy all point to continued growth in all 

industrial subsectors, and development of newly-feasible projects. 


The GOV continues to promote vertical industrial integration, 
and to offer protection to infant industry. 


Light and medium grade projects to produce consumer durables 

and non-durables, automotive components, construction materials 
and primary and secondary chemical products all have better- 
than-average prospects. The GOV's major project programs 

are discussed in the section on "Implications for U.S. Business." 


Agriculture 


Agriculture bounced back in 1977 from the setback caused by 
poor weather in 1976 to record the greatest output in the 
country's history. While production set record levels, large 
imports of some food commodities were necessary to offset low 
carryover supplies and to meet the growing demand resulting 
from higher per capita incomes and increasing numbers of 
people. 


Production of the principal food and agricultural commodities 

in 1977 exceeded the previous high year, 1975, by seven percent 
and was 1l percent greater than in 1976, according to production 
indices using constant prices and calculated from preliminary 
production data. After dropping four percent in 1976 from 

the year before, agricultural production in 1977 regained the 
upward trend generally prevailing since the 1961-65 indices base 
period. Only in 1972 and 1976 did agricultural production drop 
from the previous annual total. 
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Food production, consisting of food crops and livestock 
products, was up some 12 percent in 1977 from the year 

before, but less than 10 percent more than in 1975. Food 
production, as well as per capita agricultural production 

and per capita food production, were higher in 1975 than during 
any year previous to 1977. 


When population growth is taken into account, agricultural 
production in 1977 indicates a smaller gain than had prevailed 
during the trend years. The index for per capita agricultural 
production in 1977 was 124. In 1975 it was 123. This 

means the supply of agricultural commodities from domestic 
production per person in 1977 was only slightly larger than it 
was two years ago. Per capita food production showed a greater 
increase emphasizing that much of the gain in agricultural 
production in 1977 was in food rather than in fibers, coffee 

and tobacco. 


Despite the impressive gains in production, increased imports 
of selected food commodities were necessary to meet the growing 
demand for high protein foods. Beef, pork, poultry meat, 

eggs, whole-dry milk, and cheese were among the food items 
imported in greater quantities during 1977. Of the major food 
commodities consumed in Venezuela, it is estimated that nearly 
50 percent are imported. 


Sales of U.S. farm products to Venezuela in 1977 totaled 

$304 million, 11 percent more than in 1976. Along with the 
increase, there was a significant change in composition. 

Wheat and grain exports fell $58 million, while high protein 

food exports increased significantly. Poultry meat and poultry 
product exports totaled $15 million, compared to about $5 million 
in 1976. Red meat exports climbed to $16 million, 800 percent 
more than in 1976. Soybean meal exports doubled, reaching 

$28 million. Indicators are for a continuation of this trend 
toward greater consumption of high protein foods. 


The Financial Situation 


The money supply continued to increase during 1977. By the 

end of the year money in circulation and demand deposits 

(M-1) amounted to $7.9 billion, an increase of 26 percent 

over 1977. Including time deposits, (M-2) total liquidity 
reached $14.8 billion, or a 24 percent increase. This 
expansion of liquidity took place in spite of measures taken 

at mid-year to reduce credit and increase reserve requirements 
for the banking system. The sharp growth in the money supply 
is attributed to heavy borrowing abroad by the government 

and injections of funds into the economy by the Venezuelan 
Investment Fund to finance major development projects. 
Primarily as a result of this increase in purchasing power, 

the consumer price index increased by 8.1 percent. Nevertheless, 
during the first quarter of 1978 the Central Bank reported that 
there was a shortage of liquidity in the economy, and that 





efforts were being made to overcome this problem through 
expanded rediscount facilities for commercial banks, 
additional purchases of mortgage bank securities and an 
easing of restrictions on some types of consumer credit. 
During the first two months of 1978 foreign exchange 

reserve holdings declined by about $700 million, indicating 
a substantial net outflow of funds from Venezuela. Informed 
observers attribute the tight liquidity situation to this 
outflow. 


According to the Ministry of Finance, Central Government 
budgetary expenditures during 1977 totaled almost $12 billion, 
or $3 billion more than that projected in the 1977 Budget 

Bill and approximately 10 percent greater than in 1976. 
Substantial additional credits during 1977 were financed 

by larger than anticipated revenues from personal and 
corporate income taxes (excluding petroleum), customs, 
royalties collected from the petroleum sector and, most 
important of all, borrowing. About half of the total in 
additional credits were transferred to regional and 
decentralized agencies and institutions to help finance capital 
development projects. Current expenditures increased by only 
15 percent over original projections, less than the increase 
in the budget as a whole. According to the 1978 budget 
presentation, income from all sources during 1978 is estimated 


to $10.5 billion, while expenditures will be. about the same. 
However, based on past experience, we anticipate that 
additional credits will be approved during the year, and that 
expenditures will actually exceed $12 billion, requiring 
substantial borrowing to balance the budget. 


In August of 1976 the Congress passed a bill authorizing 

$7.4 billion in loans from the Fondo de Inversiones (FIV) 

and international banking consortia to finance major development 
projects under Plan V. On January 3, 1978, President 

Perez signed into law a bill which increased this borrowing 
authority by $1.4 billion, bringing the total to $8.8 billion. 
Of these funds, the FIV is to be the source of $2.9 billion, 

the balance coming from foreign borrowings. In March of 1977 
the Government initiated its borrowing under this authority by 
signing an agreement with 18 international banks. Including 
this amount, during 1977 Government loans contracted abroad 
totaled almost $2 billion; we anticipate that in 1978 the 
government will borrow over $3 billion more to insure that 

Plan V commitments are met without severe drawdowns on 

foreign exchange reserves and without drawing budgetary 
resources away from non-Plan programs (e.g., welfare, education). 





According to official sources, Venezuela's balance of payments 
was $121 million in deficit in 1977, and the country experienced 
its first current account deficit ($408 million) since 1972. 
While export revenue increased only modestly over 1976, 

imports rose by an estimated 34 percent; this trend is expected 
to continue into 1978, producing Venezuela's first trade 
deficit in decades. The government has displayed increasing 
concern about the adverse trends in its balance of payments 
situation, and, at the time of this writing, has introduced 

a number of measures designed to curb imports and reduce 

the flow of money abroad. Since these measures are just 

being implemented, we have not had an opportunity to assess 
their impact. Nevertheless, foreign exchange reserves at the 
end of February totaled almost $7.7 billion, or the equivalent 
of ten months exports. 


Implications for U.S. Business 


A variety of major projects in Venezuela will present 
substantial export opportunities for U.S. firms during the coming 
year. In the petroleum sector, refinery contracts totalling 
over $200 million remain to be let and Petroleos de Venezuela 
plans to invest $20 Million during the next 20 years. 
CORPOZULIA's Coal Project (including port and railroad 
facilities) and INTERALUMINA's alumina plant, each costing 
approximately $650 million, should move ahead. The National 
Telephone Company will spend about $100 million on telephone 

and telex equipment, and will be taking some preliminary steps 
toward acquiring a $400 million electronic switching system. 

A $100 million national airspace control system will be bid 

in late 1978. Power transmission lines and substation projects 
will total about $300 million, Fuel-fired power plants could 

run about $150 million. Projects related to SIDOR's Plan IV 
(increasing steel production to 5 million tons annually) 
totaling about $500 million, and a $133 million specialty 

steel plant, while delayed, as well as a $150 million carbon 
electrode plant should begin to move at year's end. . Selection 
of a partner, or partners, should provide an impetus to CORPOZULIA's 
$2.5 billion steel project. The Astinave shipyard could present 
substantial export opportunities later this year. Other multi- 
million dollar projects such as a tractor plant, the third 
Caroni River Bridge, the Caracas Stadium, grain storage 
facilities, cement plant, salt refinery and a float glass 
factory also merit the attention of U.S. exporters, engineering 
consultants and construction firms. 





Imports of consumer goods have continued to grow rapidly. 

Until such time as more severe import restrictions are imposed, 
U.S. exporters of housewares, sophisticated consumer electronics, 
sporting goods, and private aircraft can, with aggressive 
promotion, increase sales at 25-35 percent per year. Venezuela 
also continues to be a good market for a wide range of capital 
goods and semi-furnished industrial inputs as Venezuela's 
productive infrastructure is far behind consumer demand. USDOC 
and the Embassy will be sponsoring a series of exhibitions aimed 
at capturing these market possibilities. 


May 1978 Luxury Consumer Goods 

June 1978 Graphic Arts Equipment 

August 1978 Mission/Seminar: Concrete Construction 
September 1978 Plastics and Rubber Production Equipment 
January 1979 Petroleum/Gas Production & Refining. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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